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Income Tax Preferences  
 

Credits 
 
 
 

“Income tax” refers to a tax on a person’s income for the year.  
Income tax preferences can take the form of an exemption (either 
excluding receipts or deducting expenses), a credit against the tax 
based upon specified activity, or as a structural component of the 
tax.  

 
All preferences below are credits allowed against the income tax 
after the taxpayer has claimed all exemptions and structural 
preferences.  Most credits can only be claimed against the taxpayer’s 
tax liability (unused amounts are usually carried forward to 
subsequent years).  A few are refundable or transferable.  Some 
credits are administered by another agency with subject-matter 
expertise. 
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Income Tax Preferences - Credits 

Description of Tax Preference Targeted Beneficiaries Citation 

Major Business Facility Jobs 
Businesses may claim a credit of $1,000 per job for 
maintaining an increased level of employment over a 
threshold amount of jobs in a base-year period.  The new 
threshold is 25 new jobs within an enterprise zone or an 
economically distressed area and 50 new jobs elsewhere.  
The credit is generally claimed over a three-year period (e.g., 
$333 per job per year), but credits may be claimed over two 
years through 2012.     

Employers who increase 
employment 
 
Excluded 

 retail establishments 

 buildings & ground 
maintenance 

 seasonal and 
temporary jobs 

§ 58.1-439 
 
2010 Session 
HB 624 
SB 472 

Qualified Equity & Subordinated Debt Investment 
(“Angel Investor”) 
Individuals, estates and trusts may claim a credit of up to 50 
percent of an investment in certain qualified small businesses.  
The credit is capped at $3 million annually for all taxpayers 
and investors must apply for an allocation of the credit.   

 Pending legislation:  The cap would be increased to $5 
million for calendar year 2010.  

Investors in small and start-
up businesses 

§ 58.1-339.4 
 
2010 Session 
HB 30 –  
§ 3-5.01 

Land Preservation  
Corporations, individuals, estates and trusts may claim a 
credit equal to 40 percent of the fair market value of land or 
interest in land located in Virginia which is conveyed for the 
purpose of agricultural and forestal use, open space, natural 
resource, and/or biodiversity conservation, or land, 
agricultural, watershed and/or historic preservation, as an 
unconditional donation by the taxpayer to a public or private 
conservation agency.  The credit is transferable.  

Corporations and 
individuals owning land that 
has conservation value 

§ 58.1-512 

Motion Picture Production  
Motion picture production companies meeting certain criteria 
in connection with the production of a film in Virginia may 
claim refundable credits effective January 1, 2011.   

 The first credit is 15 percent of at least $250,000 in 
qualifying expenses, or 20 percent if filmed in an 
economically distressed area of the Commonwealth.   

 The second credit is 10 percent of the payroll of Virginia 
residents, when total production costs in Virginia are 
between $250,000 and $1 million; or 20 percent of the 
payroll of such residents when total production costs in 
Virginia exceed $1 million.  

 The final income tax credit is for 10 percent of the total 
aggregate payroll for Virginia residents employed for the 
first time as an actor or a member of a production crew.   

Motion picture production 
companies with production 
activities in Virginia 

2010 Session 
 
HB 861 
SB 257 
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Income Tax Preferences - Credits 

Description of Tax Preference Targeted Beneficiaries Citation 

Green Jobs  
Corporations and individuals may claim a $500 credit for each 
new “green job” with an annual salary of $50,000 or more that 
is created in Virginia by the taxpayer.  The credit is allowed for 
the first taxable year in which the job had been filled for at 
least one year, and for the four succeeding taxable years in 
which the job is continuously filled.  Each taxpayer may claim 
the credit for up to 350 green jobs. 

Employers who create new 
green jobs, as defined by 
the Secretary of Commerce 
and Trade 

2010 Session 
 
HB 803 
SB 623 

Cigarette Export  (Obsolete) 
Corporations may claim a credit of up to $0.40 per 1,000 
cigarettes manufactured in Virginia and exported.  The credit 
may not exceed 50 percent of the taxpayer’s income tax 
liability or $6 million, whichever is less.     

Cigarette manufacturers in 
Virginia 

§ 58.1-439 .12 : 01 

Enterprise Zone Real Property Investment  
A qualified business firm who is an owner or tenant of real 
property located in an enterprise zone and rehabilitates or 
expands the property in order to assist the conduct of a trade 
or business by the owner or tenant within the enterprise zone 
may claim a credit, which is equal to a percentage of the 
qualified zone improvements.  (This credit has been replaced 
by grants for businesses qualifying after July 1, 2005.)   

Businesses located in an 
enterprise zone   

§ 59.1-280.1 

Enterprise Zone Business  
A qualified business firm with income attributable to the 
conduct of business within an enterprise zone may claim a 
credit, which is equal to a percentage of its annual tax liability 
for a period of 10 years.  (This credit has been replaced by 
grants for businesses qualifying after July 1, 2005.)    

Businesses located in an 
enterprise zone   

§ 59.1-280 

Rent Reduction  
Corporations and individuals who provide a rent reduction to 
low-income tenants who are over age 62, have a mental or 
physical disability or have been homeless at any time within 
the 12 months preceding the lease term may claim a credit 
equal to 50 percent of the rent reduction.  The reduced rent 
must be at least 15 percent below the market rate.     

Rental housing businesses § 58.1-339.9 

Low-Income Housing  
Corporations and individuals who have invested in low-income 
housing projects in Virginia may claim a credit if the project is 
eligible for the federal low-income housing credit.  The 
taxpayer must apply to the Department of Housing and 
Community Development to be allocated a credit.   

Rental housing businesses § 58.1-435 
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Income Tax Preferences - Credits 

Description of Tax Preference Targeted Beneficiaries Citation 

Conservation Tillage Equipment  
Corporations and individuals may claim a credit equal to 25 
percent of the expenditures for the purchase and installation 
of conservation tillage equipment used in agricultural 
production. Conservation tillage equipment is a planter or drill 
designed to minimize soil disturbance when crops are planted.   

Agricultural businesses 
§§ 58.1-334 & 
58.1-432 

Advanced Technology Pesticide and Fertilizer Application 
Equipment  
Corporations and individuals may claim a credit equal to 25 
percent of the expenditures for the purchase of equipment 
that is certified as providing more precise pesticide and 
fertilizer application. 

Agricultural businesses 
§§ 58.1-337 & 
58.1-436 

Day-Care Facility Investment  
Corporations and individuals may claim a credit equal to 25 
percent of the expenditures for the establishment of a licensed 
day-care center in Virginia for the children of the taxpayer’s 
employees.   

Employers § 58.1-439.4 

Worker Retraining  
Businesses may claim a credit equal to 30 percent of the 
expenditures paid for eligible worker retraining for qualified 
full-time employees. 

Employers  § 58.1-439.6 

Agricultural Best Management Practices  
Corporations and individuals may claim a credit for engaging 
in agricultural production based on the costs associated with 
implementing “agricultural best management practices,” which 
provide improved water quality in Virginia’s streams, rivers 
and the Chesapeake Bay.  The credit is equal to a percentage 
of the first $70,000 expended for the agricultural best 
management practices.   

Agricultural businesses 
§§ 58.1-339.3 & 
58.1-439.5 

Biodiesel and Green Diesel Fuels Tax Credit 
Corporations and individuals may claim a credit for the first 
three years in which they produce biodiesel fuel or green 
diesel fuel.  The credit is equal to $0.01 per gallon of biodiesel 
or green diesel fuel produced by such taxpayer, with an 
annual cap of $5,000.   

Fuel industry 
§ 58.1-
439.12:02 

Clean Fuel Vehicle and Advanced Cellulosic Biofuels  
Corporations may claim a credit for each job created in 
Virginia to (i) manufacture specified components for clean fuel 
vehicles; (ii) manufacture components used to convert 
vehicles into clean fuel vehicles; (iii) convert vehicles into 
clean fuel vehicles; (iv) manufacture clean fuel vehicles; (v) 
manufacture components designed to produce, store, and 
dispense clean fuels; or (vi) produce advanced biofuels.  The 
credit is equal to $700 for each qualifying job that is created.  
This credit is scheduled to expire on December 31, 2011.   

Manufacturers § 58.1-439.1 
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Income Tax Preferences - Credits 

Description of Tax Preference Targeted Beneficiaries Citation 

Coalfield Employment Enhancement Tax Credit 
Corporations may claim a credit for owning an economic 
interest in coal mined in Virginia or who produces coalbed 
methane in Virginia.  The credit varies based on the method 
used for mining.  This credit is scheduled to expire on January 
1, 2015.   

Coal industry § 58.1-439.2 

Historic Rehabilitation Tax Credit 
Corporations, individuals, estates and trusts may claim a 
credit equal to 25 percent of the eligible expenses incurred in 
rehabilitating a “certified historic structure” in Virginia.  

Corporations and 
individuals owning buildings 
that have historic value 

§ 58.1-339.2 

Employers of TANF Recipients  
Businesses that employ 100 or fewer employees may claim a 
credit for hiring Virginia residents receiving Temporary 
Assistance to Needy Families (TANF) benefits.  The credit is 
equal to 5 percent of the salary actually paid up to a maximum 
of $750 per qualified employee.  Because TANF has not been 
funded, no employers are currently eligible for this credit.   

Employers  § 58.1-439.9 

Neighborhood Assistance  
Corporations and individuals may claim a credit for 
contributing to approved neighborhood assistance 
organizations that benefit impoverished people.  The tax credit 
is allocated to the taxpayer for an amount up to 40 percent of 
the contribution.   

All taxpayers § 58.1-439.21 

Recyclable Materials Processing Equipment 
Corporations and individuals may claim a credit equal to 10 
percent of the purchase price of machinery and equipment 
used in facilities in Virginia that manufacture, process, 
compound or produce items of tangible personal property 
from recyclable materials for sale.  The credit may not exceed 
40 percent of the taxpayer's liability in any taxable year.   

Manufacturers and 
processors 

§ 58.1-439.7 

Riparian Waterway Buffer  
Corporations and individuals may claim a credit for owning 
land abutting a waterway on which timber is harvested if they 
do not harvest the timber on certain portions of the land near 
the waterway.  The credit is equal to 25 percent of the value of 
timber in the portion of land retained as a buffer up to a 
maximum of $17,500 in the year that the timber outside the 
buffer was harvested.   

Corporations and 
individuals owning land 
adjacent to water 

§§ 58.1-339.10  
& 58.1-439.12 

Vehicle Emissions Testing Equipment  
Corporations and individuals may claim a credit for the 
purchase or lease of enhanced vehicle emissions testing 
equipment in or adjacent to localities that have a mandatory 
enhanced vehicle emissions program.  

Auto repair industry § 58.1-438.1 
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Income Tax Preferences - Credits 

Description of Tax Preference Targeted Beneficiaries Citation 

Virginia Coal Employment and Production  
Businesses may claim a credit for producing electricity for 
self-consumption or for sale and who purchase and consume 
coal mined in Virginia.  This credit was made allocable and 
refundable for credits earned between January 1, 2006 and 
July 1, 2011.  The credit is equal to $3 per ton of coal.   

Electricity producers § 58.1-433.1 

Waste Motor Oil Burning Equipment  
Corporations and individuals may claim a credit for operating 
a business facility within Virginia that accepts waste motor oil 
from the public when they purchase equipment used 
exclusively for burning waste motor oil at the business facility.  
The credit is equal to 50 percent of the purchase price up to a 
maximum of $5,000.   

Businesses using heat, 
steam or other energy 

§ 58.1-439.10 

 
 



Business-Beneficial Tax Preferences  
In Taxes Administered by the Department of Taxation 

 - 7 - March 16, 2010 

 
 
 
 

Income Tax Preferences  
 

Exemptions 
 
 

“Income tax” refers to a tax on a person’s income for the year.  
Income tax preferences can take the form of an exemption (either 
excluding receipts or deducting expenses), a credit against the tax 
based upon specified activity, or as a structural component of the 
tax. 
 
All preferences below are exemptions allowed in computing taxable 
income.  The exemption may take the form of an exclusion of certain 
items of gross receipts, or a subtraction based upon certain types of 
expenses or other criteria. 
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Income Tax Preferences - Exemptions 

Description of Tax Preference Targeted Beneficiaries Citation 

Obligations of the U.S. 
Individuals and corporations may subtract interest or dividend 
income, or gain from the sale, derived from obligations of the 
United States or securities of any authority, commission or 
instrumentality of the United States. 

Investors 

§ 58.1-402 
(C)(1) and  
§ 58.1-322 
(C)(1) 

Obligations of the Commonwealth 
Individuals and corporations may subtract interest or dividend 
income, or gain from the sale, derived from obligations of 
Virginia or any political subdivision or instrumentality of 
Virginia. 

Investors 

§ 58.1-402 
(C)(2) and  
§ 58.1-322 
(C)(2) 

Domestic International Sales 
A corporation may subtract the dividends upon stock in any 
domestic international sales corporation. 

Corporations 
§ 58.1-402 
(C)(3) 

Subtraction for Foreign Dividend Gross-Up 
A corporation may subtract income derived from the operation 
of the foreign dividend gross-up provision of the Internal 
Revenue Code. When the federal Foreign Tax Credit is 
elected for dividends paid by a foreign corporation, the 
domestic corporation must “gross up” the foreign dividend by 
including the foreign taxes paid by the foreign corporation. 

Corporations 
§ 58.1-402 
(C)(5) 

Federal Work Opportunity Tax Credit Wages 
Individuals and corporations may subtract the amount of 
wages and salaries eligible for the Federal Work Opportunity 
Tax Credit that are not deducted for federal tax purposes. 

Employers 

§ 58.1-402 
(C)(6) and  
§ 58.1-322 
(C)(6) 

Subpart F Income 
A corporation owning certain types of foreign corporations 
may be required to include in federal taxable income all 
income earned by the foreign corporation, not just dividend 
paid by it.  To the extent that Subpart F of the Internal 
Revenue Code requires such inclusion, the taxpayer may 
subtract the income on its Virginia return.  

Corporations with foreign 
operations  

§ 58.1-402 
(C)(7) 

Foreign Source Income 
The taxpayer may subtract any amount included in his federal 
taxable income that is foreign source income. 

Corporations with foreign 
operations  

§ 58.1-402 
(C)(8)  

Dividends 
The amount of any dividends received from corporations may 
be subtracted when the corporation owns 50% or more of the 
voting stock. 

Affiliated groups of 
corporations 

§ 58.1-402 
(C)(10)  

Research And Development Expenses  
A subtraction is allowed for the amount of "qualified research 
expenses" or "basic research expenses" eligible for deduction 
for federal purposes, but not deducted, because the taxpayer 
elected to receive a research tax credit.  

Manufacturers and other 
businesses with substantial 
research expenses 

§ 58.1-402 
(C)(14) and  
§ 58.1-322 
(D)(8) 
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Income Tax Preferences - Exemptions 

Description of Tax Preference Targeted Beneficiaries Citation 

Public School Construction  
Corporations and individuals may subtract the total amount 
contributed to the Virginia Public School Construction Grants 
Program and Fund. 

Any taxpayer 

§58.1-402 
(C)(15) and  
§ 58.1-322 
(D)(8) 

Land for Open-Space Use  
Individuals and corporations may subtract gain derived from 
the sale or exchange of real property or an easement to real 
property resulting in the property or easement being devoted 
to open-space use for not less than 30 years. 

Any taxpayer owning land 
with conservation value 

§ 58.1-402 
(C)(16) and  
§ 58.1-322 
(C)(22) 

Tobacco Settlement  
Income received as a result of the “Master Settlement 
Agreement,” the National Tobacco Grower Settlement Trust 
and the Tobacco Loss Assistance Program may be subtracted 
by tobacco farmers, any person holding a tobacco marketing 
quota or tobacco farm acreage allotment under the 
Agricultural Adjustment Act of 1938 or any person having the 
right to grow tobacco pursuant to such a quota or allotment. 

Tobacco farmers 

§ 58.1-402 
(C)(18) and  
§ 58.1-322 
(C)(27) 

Quota Tobacco and Tobacco Quota Holders  
Individuals and corporations may subtract the contractual 
payments to producers of quota tobacco and tobacco quota 
holders. 

Tobacco farmers § 58.1-402(D) 

Peanut Quota Buyout Program  
Individuals and corporations may subtract gain recognized as 
a result of the Peanut Quota Buyout Program of the Farm 
Security and Rural Investment Act of 2002. 

Peanut farmers 

§ 58.1-402 
(C)(20) and  
§ 58.1-322 
(C)(29) 

Spaceflight Launch Services  
Individuals and corporations may subtract the gain from the 
sale of launch services to space flight participants or launch 
services intended to provide individuals the training or 
experience of a launch, without performing an actual launch. 
To qualify for this subtraction, the launch services are required 
to be performed in Virginia or originate from an airport or 
spaceport in Virginia. 

Space industry 

§ 58.1-402 
(C)(22) and  
§ 58.1-322 
(C)(33) 

Spaceflight Resupply Services  
Individuals and corporations may subtract the gain recognized 
as a result of resupply services contracts for delivering 
payload entered into with the Commercial Orbital 
Transportation Services (“COTS”) division of the National 
Aeronautics and Space Administration (“NASA”) or other 
space flight entity. The launch is required to be from an airport 
or spaceport in Virginia. 

Space industry 

§ 58.1-402 
(C)(23) and  
§ 58.1-322 
(C)(34) 

http://www.tax.virginia.gov/policy/index.cfm?Main?OpenFrameSet&Frame=MainFrame&Src=%2FOTP%2FPolicy.nsf%2Fdf8f027f3fea473a8525697a00730e76%2F993f1d3003fa18a8852569db006a75f3%3FOpenDocument%26AutoFramed7c0d35a825d850f85256a02006797f8%3FOpenDocument%26AutoFramed
http://www.tax.virginia.gov/policy/index.cfm?Main?OpenFrameSet&Frame=MainFrame&Src=%2FOTP%2FPolicy.nsf%2Fdf8f027f3fea473a8525697a00730e76%2F993f1d3003fa18a8852569db006a75f3%3FOpenDocument%26AutoFramed7c0d35a825d850f85256a02006797f8%3FOpenDocument%26AutoFramed
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Income Tax Preferences - Exemptions 

Description of Tax Preference Targeted Beneficiaries Citation 

Capital Gains Income 
Individuals and corporations may subtract income taxed for 
federal income tax purposes as a long-term capital gain if the 
gain is derived from investments in “qualified businesses” as 
defined for the purposes of the Qualified Equity and 
Subordinated Debt Credit, or in any other technology business 
approved by the Secretary of Technology, provided its 
principal office or facility is in the Commonwealth and it has 
less than $3 million in annual revenues in the fiscal year prior 
to the investment. 

Investors in start up 
businesses 

2010 Session: 
 
SB 623  
HB 803 

Land Preservation 
Individuals and corporations may subtract any amount of gain 
or income recognized by a taxpayer for federal income tax 
purposes on the application of a land preservation tax credit. 

Any taxpayer owning land 
with conservation value 

§ 58.1-513(D) 

Qualifying Dispositions of Real Property 
Individuals and corporations may recognize income from 
certain dispositions of real property under the installment 
method for Virginia tax purposes, even though they were 
required to report the entire gain as income in the year of the 
disposition for federal income tax purposes. The qualifying 
dispositions of real property will be those in which the real 
property is held by the taxpayer for sale to customers in the 
ordinary course of the taxpayer’s trade or business.  

Real estate developers 
§§ 58.1-402(F) 
and 58.1-
322(H) 
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Income Tax Preferences  
 

Structural Components 
 
 

“Income tax” refers to a tax on a person’s income for the year.  A 
preference can take the form of an exemption (either excluding 
receipts or deducting expenses), a credit against the tax based upon 
specified activity, or as a structural component of the tax. 
 
All preferences below are structural components that affect the 
computation of income tax.  Although some appear to be 
exemptions, they were created as part of the transition of certain 
industries to the Virginia income tax from other taxes to avoid 
perceived inequities attributable to the transition. 
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Income Tax Preferences – Structural Components 

Description of Tax Preference Targeted Beneficiaries Citation 

Fixed Date Conformity 
Because Virginia conforms, for the most part, to the definition 
of taxable income under federal law, many tax preferences 
granted by Congress automatically flow through to benefit 
Virginia taxpayers. 

All taxpayers § 58.1-301 

Single Sales Factor 
Virginia allows manufacturing companies to use a single 
factor apportionment based on sales to determine their 
Virginia taxable income.  The apportionment is phased in 
between July 1, 2011, and July 1, 2014. 

Manufacturers (which 
includes agriculture, 
forestry, fishing, and 
hunting). 

§ 58.1-422 

Electric and Gas Utilities  
Pipeline distribution companies, gas utilities and electric 
suppliers that became subject to corporate income tax after 
2000 are allowed a subtraction for amortization of assets 
placed into service prior to 2001 when they were subject to 
the Public Service Corporation tax on gross receipts. 

Electric and gas utilities 
§ 58.1-402 
(C)(17) 

Net Operating Losses 
A gas supplier, pipeline distribution company, gas utility 
company, railway company or telecommunications company 
may deduct the amount that could have been deducted as a 
net operating loss carryover or net capital loss in arriving at 
taxable income except that such loss or portion thereof had 
been carried back for federal purposes to a taxable year when 
the corporation was subject to the Public Service Corporation 
tax on gross receipts. 

Electric and gas utilities, 
railroads and 
telecommunications 
company. 

§ 58.1-403(3), 
(7) and (9) 

Amortization 
Except for cooperatives, gas suppliers, pipeline distribution 
companies, gas utility companies, and electric suppliers may 
deduct the amortization of the Virginia tax basis of assets that 
are recoverable for financial accounting and/or income tax 
purposes placed in service prior to the first day of the tax year 
the company became subject to Virginia corporate income tax 
(adjustment date). 

Electric and gas utilities § 58.1-440.1 

Intangible Property 
To the extent that an affiliated corporation was required to add 
back certain royalties and other expenses paid by the affiliate 
to the taxpayer, the taxpayer may subtract amounts on which 
the affiliate has been subject to Virginia tax. 

Affiliated groups of 
corporations 

§ 58.1-402 
(C)(21) 
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Sales Tax Preferences 
 
 

“Sales tax” refers to a tax on a purchase of tangible personal 
property (“TPP”) that occurs in Virginia, or a use of TPP in Virginia 
on which no sales tax has been paid. 
 
All preferences below are exemptions from the tax depending on one 
or more criteria, such as the nature of the purchaser, seller or 
property, and in some cases other criteria. 
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Sales Tax Preferences 

Description of Tax Preference Targeted Beneficiaries Citation 

Commercial Watercraft Motor Fuels  
Motor fuels and alternative fuels purchased for use in a 
commercial watercraft upon which a fuel tax is refunded. 

Owners of Commercial 
Watercraft 

§ 58.1-609.1 (6) 

Virginia Port Authority  
Tangible personal property that is used in and about a marine 
terminal under the supervision of the Virginia Port Authority for 
handling cargo, merchandise, freight and equipment. 

Businesses Located in 
Marine Terminals 
Supervised by the Virginia 
Port Authority 

§ 58.1-609.1 
(10) 

Agricultural Production  

 Certain agricultural supplies purchased for use in 
agricultural production; and 

 Tangible personal property necessary for use in 
agricultural production for market (other than building 
materials that will be affixed to real estate).   

Agricultural businesses § 58.1-609.2(1) 

Medicine Used by Veterinarians  
Veterinarians may purchase medicines and drugs to be used 
or consumed directly in the care, medication, and treatment of 
agricultural production animals or for resale to a farmer for 
direct use in producing an agricultural product for market. 

Agricultural businesses § 58.1-609.2(1) 

Agricultural Commodity Processing  
Agricultural commodities and seafood if purchased to prepare, 
finish, or manufacture items for retail consumer trade.   

Agricultural businesses § 58.1-609.2(2) 

Commercial Watermen  
Machinery, tools, equipment, materials, repair and 
replacement parts, fuel or supplies, fishing boats and marine 
engines to be used by watermen in extracting fish, bivalves, or 
crustaceans from waters for commercial purposes. 

Commercial watermen § 58.1-609.2(4) 

Feed Production  
Machinery, tools, and repair and replacement parts; fuel, 
power, energy, supplies, cereal grains, and other feed 
ingredients, provided they are used directly in making feed for 
sale or resale. 

Agricultural businesses § 58.1-609.2(5) 

Forest Product Harvesting  
Machinery, tools, and repair and replacement parts, fuel, 
power, energy or supplies that are used directly in the 
harvesting of forest products for sale or for use as a 
component part of a product to be sold.   

Forest products § 58.1-609.2(6) 

Temporary Storage 
TPP to be used by a contractor solely in another state or 
foreign country, stored temporarily in Virginia pending 
shipment to that state or country, provided the property is 
exempt from sales tax in the other state or foreign country. 

Contractors § 58.1-609.3(1) 
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Sales Tax Preferences 

Description of Tax Preference Targeted Beneficiaries Citation 

Industrial Manufacturing and Production  

 industrial materials used for future processing, 
manufacturing, refining, or conversion into articles of 
tangible personal property for resale, where the materials 
become a component part of the finished product; 

 industrial materials coated on or impregnated into the 
product at any stage of its being processed, manufactured, 
refined, or converted for resale; 

 machinery, tools, and other supplies used directly in 
processing, manufacturing, refining, mining or converting 
products for resale are also exempt; 

 materials used for packaging tangible personal property for 
shipment or sale; and  

 equipment, printing, or supplies used directly to produce 
regularly issued publications.  

Manufacturers and 
Industrial Processors 

§ 58.1-609.3(2) 

Railroad Common Carrier  
TPP purchased by public service corporations engaged in 
business as common carriers of property or passengers by 
railway, provided the property will be used directly in the 
rendition of their public service. 

Railroads § 58.1-609.3(3) 

Ships and Dredging 

 Ships and vessels used exclusively or principally in 
interstate or foreign commerce; 

 Fuel and supplies for use or consumption aboard ships or 
vessels plying the high seas, when delivered directly to 
such vessels; 

 TPP used directly in the building, conversion, or repair of 
exempt ships or vessels;  

 Dredges, their supporting equipment, attendant vessels 
and fuel and supplies, provided the dredges are used 
exclusively or principally in interstate or foreign commerce. 

Shipping § 58.1-609.3(4) 

Research and Development 
TPP purchased for use or consumption directly and 
exclusively in basic research or development in the 
experimental or laboratory sense. 

Research laboratories § 58.1-609.3(5) 

Airline Common Carrier  
TPP purchased or leased by commercial airlines operating as 
common carriers that provide scheduled air service on a 
continued basis to one or more Virginia airports at least one 
day per week, provided the property is used or consumed 
directly in the rendition of its common carrier service. 

Airlines  § 58.1-609.3(6) 
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Sales Tax Preferences 

Description of Tax Preference Targeted Beneficiaries Citation 

Commercial Laundry Rental  
TPP by industrial processors engaged in the commercial 
leasing or renting of laundered textile products, provided the 
property is used directly in maintaining and preparing textile 
products for rental or leasing. 

Commercial laundry § 58.1-609.3(8) 

Pollution Control Equipment  
Certified pollution control equipment and facilities, provided 
they have been certified to TAX by a state certifying authority. 

Manufacturers and 
processors 

§ 58.1-609.3(9) 

Taxicab Parts  
Taxicab operators may purchase or lease parts, tires, meters, 
and dispatch radios for use or consumption directly in the 
rendition of their services. 

Taxicab operators 
§ 58.1-609.3 
(10) 

Electrostatic Duplicators  
Persons engaged primarily in the printing or photocopying of 
products for sale or resale may purchase or lease high speed 
electrostatic duplicators or any other duplicators which have a 
printing capacity of 4,000 impressions or more per hour. 

Printers/Photocopiers 
§ 58.1-609.3 
(11) 

Oil and Gas  
Raw materials, fuel, power, energy, supplies, machinery or 
tools or repair parts or replacements used directly in the 
drilling, extraction, or processing of natural gas or oil and the 
reclamation of the well area.  

Oil and gas drillers 
§ 58.1-609.3 
(12) 

Virginia Commercial Space Flight Authority  
An exemption is available for:  

 an orbital or suborbital space facility, space propulsion 
system, space vehicle, satellite, or space station, and its 
components; 

 tangible personal property on any orbital or suborbital space 
facility, space propulsion system, space vehicle, satellite or 
space station; 

 machinery and equipment purchased, sold, leased, rented 
or used exclusively for spaceport activities and the sale of 
goods and services provided to operate and maintain 
certain equipment used to conduct spaceport activities. 

 fuels that are produced for, sold and exclusively used for 
space flight used to conduct spaceport activities.   

Space industry 
§ 58.1-609.3 
(13) 

Semiconductor Manufacturing  
An exemption is available for: 

 tangible personal property (including semiconductor 
cleanrooms) that is used primarily in the integrated process 
of designing, developing, manufacturing, or testing a 
semiconductor product.  

 semiconductor wafers for their use or consumption 

Semiconductor 
manufacturers 

 
 
§ 58.1-609.3 
(14) 
 
§ 58.1-609.3 
(15) 
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Sales Tax Preferences 

Description of Tax Preference Targeted Beneficiaries Citation 

Railroad Rolling Stock  
Railroad rolling stock is exempt if it is sold or leased by the 
manufacturer. 

Consumers of railroad 
rolling stock 

§ 58.1-609.3 
(16) 

Data Center  
A new exemption will be available July 1, 2010, for computer 
equipment or enabling software and hardware purchased or 
leased for the processing, storage, retrieval, or 
communication of data; provided that it is purchased or leased 
for use in a data center that (i) is located in a Virginia locality, 
(ii) results in a new capital investment on or after January 1, 
2009, of at least $150 million, and (iii) results in the creation 
on or after July 1, 2009, of at least 50 new jobs associated 
with the operation or maintenance of the data center provided 
that such jobs pay at least one and one-half times the 
prevailing average wage in that locality. 

Qualifying Data Centers 

§ 58.1-609.3 (18) 
As amended 
by: 
HB 302 & 
SB 130 (2010), 
which replace 
two overlapping 
exemptions for 
data centers in 
§ 58.1-609.3 (17) 
and§ 58.1-609.10 
(20) 

Audio and Video  
The lease, renting, or licensing of copyright audio or video 
tapes and films for public exhibition by motion picture theaters 
and licensed radio and television stations is exempt. 

Motion picture theaters, 
licensed radio and licensed 
television stations 

§ 58.1-609.6 (1) 

Commercial Broadcast Equipment  

 Broadcasting equipment, and their parts and accessories, 
and towers used by commercial radio and television 
companies;  

 wired or land based wireless cable television systems;  

 common carriers or video programmers using an open 
video system or other video platform;  

 amplification, transmission, and distribution equipment used 
or to be used by wired or land based wireless cable 
television systems, or open video systems or other video 
systems provided by telephone common carriers. 

Broadcasters § 58.1-609.6 (2) 

Printers  
Printers are excused from the tax on their use of paper 
furnished to them for fabrication into certain specified printed 
materials, including catalogs, letters, brochures, and reports, if 
the materials are stored for 12 months or less and distributed 
for use outside the Commonwealth. 

Printers § 58.1-609.6 (4) 
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Sales Tax Preferences 

Description of Tax Preference Targeted Beneficiaries Citation 

Audiovisual Works 
An exemption is available for:  

 the transfer or use of audiovisual works, where the 
transferee or user acquires the work in order to license, 
distribute, broadcast, commercial exhibit or reproduce, or 
incorporate the work into another work;  

 the provision of production services or fabrication in 
connection with the production of any portion of such 
audiovisual work;  

 the transfer or use of tangible personal property incident to 
the performance of such fabrication, and 

 equipment, parts, and accessories used in the production of 
audiovisual works.  

Audiovisual Industry § 58.1-609.6 (6) 

Complimentary Textbooks  
Book-publishing distribution facilities are excused from use tax 
on textbooks and other educational materials that are 
withdrawn from their inventory for free distribution to 
professors and other individuals with an educational focus. 

Publishers § 58.1-609.6 (7) 

Leasing  
Individuals may purchase tangible personal property for future 
taxable lease or rental as all of, part of, or incidental or 
germane to an established business. 

Leasing businesses § 58.1-609.10 (3) 

Nuclear Power Plants  
Tangible personal property that is purchased for use or 
consumption in the performance of maintenance and repair 
services at Nuclear Regulatory Commission-licensed nuclear 
power plants located outside the Commonwealth is exempt. 

Nuclear power industry § 58.1-609.10 (6) 

Drugs and Medical Supplies  
An exemption applies to: 

 Controlled drugs purchased by certain medical service 
providers in their professional practices; and 

 medicines and drugs purchased by licensed hospitals, 
nursing homes, clinics, and similar corporations for their 
use or consumption.  

Medical practitioners and 
institutions 

§ 58.1-609.10 (9) 

Donations from Inventory  
Businesses are excused from use tax obligations on tangible 
personal property withdrawn from their inventory and donated 
to a 501(c)(3) organization or donated to Virginia, any of its 
political subdivisions, and any schools within these 
subdivisions. 

Businesses with inventory  § 58.1-609.10 (15) 
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Tax Preferences In Other Taxes 
 
 

Virginia imposes a number of other taxes that contain exemptions 
and other forms of tax preferences.  The taxes include: 

 Tire recycling fee 

 Communications sales & use tax (including the E-911 tax)  

 Aircraft sales & use tax 

 Watercraft sales & use tax 

 Cigarette excise tax 

 Egg excise tax 

 Forest products tax 

 Bank franchise tax 

 Recordation tax 
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Tax Preferences in the Tire Recycling Fee 

Description of Tax Preference Targeted Beneficiaries Citation 

Rail Device  
New tires for any device used exclusively upon stationary rails 
or tracks are exempt from the tire recycling fee. 

Railroads § 58.1-642(B) 

Farming  
New tires for any device used exclusively for farming, except 
for farm trucks, are exempt from the tire recycling fee. 

Farmers and other 
producers of agricultural 
products 

§ 58.1-642(B) 

 
 

Tax Preferences in the Communications Sales Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Internal Use  
Communications services provider's internal use of 
communications services in connection with its business of 
providing communications services are exempt from the 
communications sales & use tax. 

Communications services 
providers 

§ 58.1-648(B) 

Resale  
Sales of communications services for resale are exempt from 
the communications sales & use tax. 

Communications services 
providers 

§ 58.1-648(B) 

 
 

Tax Preferences in the Watercraft Sales and Use Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Total Loss  
Watercraft sold to an insurance company for disposition when 
the insurance company has paid the owner on a total loss 
claim are exempt from the watercraft sales & use tax. 

Insurers § 58.1-1404(A) 

Waterman  
Watercraft constructed by a commercial waterman for his own 
use are exempt from the watercraft sales & use tax. 

Commercial Waterman § 58.1-1404(C) 

Registered Dealers  
Registered dealers of watercraft are exempt from the 
watercraft sales & use tax, but are not exempt from the gross 
receipts tax on the use of watercraft. 

Registered Dealers of 
Watercraft 

§ 58.1-1404(D) 
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Tax Preferences in the Aircraft Sales and Use Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Air Carriers  
Aircraft sold to or used by air carriers providing scheduled air 
service are exempt from the aircraft sales & use tax. 

Air Carriers § 58.1-1505(A) 

 
 

Tax Preferences in the Cigarette Excise Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Free Samples Exemption 
Free samples of cigarettes in packages containing five or 
fewer cigarettes are exempt from the cigarette tax.  

Cigarette Manufacturers § 58.1-1002 

Employee Samples Exemption 
Packages of cigarettes that are not taxed by the federal 
government and customarily donated free of charge by 
manufacturers to factory employees in the Commonwealth are 
exempt from the cigarette tax. 

Cigarette Manufacturers § 58.1-1002 

 
 

Tax Preferences in the Egg Excise Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Small producer 
Any producer selling less than 500 cases (a case is 30-dozen) 
of eggs annually, or the liquid equivalent, is exempt from the 
tax.  

Agricultural businesses § 3.2-1608 

 
 

Tax Preferences in the Forest Products Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Small producer 
Manufacturers are not liable for tax in excess of sixty dollars 
when the amount of rough lumber manufactured is 500,000 
board feet or less, or in excess of thirty dollars when the 
amount of rough lumber manufactured is 300,000 board feet 
or less. 

Forest products § 58.1-1607 
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Tax Preferences in the Recordation Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Refinancing 
The tax will only apply to the portion of the new loan that 
exceeds the balance of the original loan when refinanced with 
the same lender. 

All taxpayers § 58.1-803(D) 

Mineral leases 
The tax on the recordation of leases of: 

 oil and gas contracts is $25; 

 outdoor advertising signs is $25; 

 coal and other mineral rights is $50; 

 communications tower or tower site is $75; 

 Oil and gas industry 

 Advertising industry 

 Wireless 
Communications 

§ 58.1-807 (D), 
(E) and (F) 

Business reorganization 
The tax does not apply to the property conveyed to or from: 

 Corporations upon their organization or dissolution; 

 Pass-through entities (partnerships, limited liability 
companies, etc.) when the transaction involves the owners 
of the PTE; 

 Trusts when the transaction involves the beneficiaries of the 
trust. 

All taxpayers § 58.1-811(A) 

 
 

Tax Preferences in the Bank Franchise Tax 

Description of Tax Preference Targeted Beneficiaries Citation 

Prorated Bank Franchise Tax for New Banks 
A new bank that does not operate for an entire twelve-month 
period, preceding the January 1 assessment date, is entitled 
to a prorated bank franchise tax rate. 

New banks and bank 
holding companies doing 
business in Virginia. 

§ 58.1-1204.1 

Deductions From Gross Capital – Bank Franchise Tax 
Virginia allows the following deductions from gross capital in 
determining the bank franchise tax: 

 The assessed value of real estate, including leasehold 
improvements, owned by the bank, or used or occupied by 
the bank if the real estate is held in the name of a majority 
controlling interest of the bank or bank holding company, 
even if the real estate is assessed in the name of another 
person who is its owner; 

 The book value of tangible personal rental property owned 
by the bank or in the name of a majority-owned subsidiary 
of the bank; 

 The pro rata share of U.S. obligations; 

 The retained earnings and surplus of the bank’s 
subsidiaries, and the amount of reserve for losses on loans 
that is allowable for federal income tax purposes; and 

 90% of the value of goodwill created in connection with an 
acquisition or merger occurring after June 30, 2001. 

All banks and bank holding 
companies. 

§ 58.1-1206 

 


